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THE  ALLIED  DEBTS 


In  a  speech  at  Toledo  on  Oct.  i6  Secretary  Hoover,  a 
member  of  the  AlUed  Debt  Commission,  gave  his  views, 
which  prestinud>ly  rq^-^sent  the  pdiqr  of  the  commission  as 
well  as  of  the  Government.  There  is  no  doubt,  however, 
that  there  is  a  growing  sentiment  in  the  coimtry  which  is 
not  in  harmony  with  tlie  views  of  Mr.  Hoover — a  senti* 
ment  which  is  entertained  by  an  increasing  number  not  only 
of  business  men,  but  also  of  farmers  and  labor  leaders. 
Mr.  Hoover's  views,  nM>reaver,  are  contrary  to  those  ex- 
pressed by  Mr.  Lamont  and  Mr.  Krech  at  the  recent 
Bankers'  Convention  in  New  York. 

It  may  be  worth  while,  therefore,  to  pass  in  review  the 
arguments  adduced  by  Mr.  Hoover,  and  to  attempt  a  con- 
structive criticism  of  a  public  servant  who  stands  so  de- 
servedly high  in  the  affections  of  the  ommiunity.  In  the 
discussion  of  the  allied  ddbt  there  are  three  fundamental 
points.  The  first  is  the  character  of  the  obligations;  the 
second  refers  to  the  ability  of  the  debtors  to  pay,  and  the 
third  has  to  deal  with  the  desirability  on  our  part  of  insist- 
ing on  immediate  or  early  settlement.  Let  us  take  these 
points  in  order : 


Is  THE  Allied  Debt  a  Just  Debt  ? 

Mr.  Hoover  starts  with  the  following  statement:  "  These 
loans  were  made  at  the  urgent  request  of  the  borrowers  and 
under  thdr  solemn  assurances  of  rqKiyment.  They  have 
no  relation  to  other  nations  or  other  dd>ts.  The  American 
taxpayer  did  not  participate  in  reparations  and  acquired  no 
territory  or  any  other  benefits  under  the  treaty,  as  did  our 
debtors.  There  is  no  doubt  as  to  the  moral  or  contractual 
obligation.  The  repudiation  of  these  loans  would  under- 
mine the  whc^  fabric  of  ii^ermtional  good  faith.  I  do- 
not  believe  any  public  official,  either  of  the  United  States 
or  any  other  country,  could  or  should  approve  their  cancella- 

tiOL" 

As  to  the  contractual  obligation,  there  can,  of  course,  be 
no  question.  The  money  was  borrowed  at  the  request  of 
the  Allies;  it  was  loaned  in  good  faith,  and  it  indubitably 
constitutes  a  valid  But  is  the  question  of  moral  obli- 

gation the  same?  ^  In  the  first  place,  contrary  to  widespread 
opinion,  tiie  loans  to  the  Allies  were  to  an  overwhelming; 
extent  made  during*  the  war  itself.  Although  private  in- 
dividuals loaned  money  to  the  belligerents,  not  a  cent  was 
advanced  by  the  Govo'nmait  until  we  entered  the  war.  And 
while  it  is  true  that  comparatively  small  amounts  were  lent 
after  the  armistice,  those  loans  were  made  almost  entirely 
for  expenses  contracted  during  the  war. 

Of  the  total  amotmt  of  about  ten  billions,  there  was 
loaned  to  Belgium  after  the  signing  of  the  treaty  of  peace 
in  June,  1919,  up  to  Nov.  15,  1919,  only  $3,000,000,  and 
up  to  Nov.  15,  1920,  another  $10,000,000.  To  Frarite 
about  $250,000,000  was  loaned  from  the  date  of  the  sign- 
ing of  the  treaty  to  Nov.  15,  1919,  and  another  $110,- 
000,000  in  the  n^  year.   To  Italy  between  the  ^gning  of 
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the  treaty  and  Nov.  15,  1919,  the  total  advances  were  a 
little  under  $60,000,000,  and  another  $50,000,000  between 
that  date  and  Nov.  15,  1920.  To  Great  Britain  nothing 
at  all  was  loaned  in  et&er  period  Thus,  stAstantiaUy,  the 
entire  amount  was  advanced  during  the  war. 

Now,  what  was  the  object  of  these  loans  ?    As  Secretary 
McAdoo  has  told  us  in  his  report  for  the  fiscal  year  ended 
June  30,  1919:  "It  is  difficult  to  exaggerate  the  great  pur- 
poses served  and  the  great  results  accomplished  by  these  ad- 
vances to  foreign  Goverments.    In  the  mo^  critical  stage  of 
the  war  they  immeasurably  assisted  America's  gallant  as- 
sociates in  obtaining  the  munitions,  supplies  and  equipment 
that  were  so  imperatively  needed  to  meet  tfie  enem/s  offen- 
sives or  to  carry  the  fighting  into  his  territory,  and  prob- 
ably of  equal  importance  was  the  fact  that  they  served  to 
hearten  the  allied  armies  and  peoples  by  the  knowledge  that 
the  vast  credit  resources  of  the  United  States  were  being 
shared  with  them  for  the  effective  prosecution  of  a  common 
cause.    Conversely,  it  it  not  difiScult  to  estimate  the  dishear- 
tening effect  that  these  loans  of  billions  and  willingness  of 
America  to  lend  for  the  prosecution  of  the  war  as  much 
more  as  was  needed,  to  the  limit  of  her  ability  must  have 
had  upon  the  spirit  and  morale  of  the  peoples  and  armies 
of  the  enemy.  *  *  *  *  The  service  of  these  loans  in  as- 
sistitig  to  hold  the  battlefronts  of  Europe  u$Uil  the  might 
of  our  heroic  army  could  be  felt  effectk^y,  made  possible, 
beyond  the  shadow  of  a  doubt,  the  ending  of  the  war  in  the 
Fall  of  1 918.    Without  this  aid  to  the  allied  Governments 
the  war  unquestionably  would  have  been  prolonged,  if  not 
lost,  with  the  resultant  great  additional  cost  in  life  and 
treasure." 

In  other  words,  as  the  sentence  italicized  by  me  shows, 
most  of  the  money  was  loaned  and  the  proceeds  used  to 
carry  on  a  joint  enterprise  during  a  time  when  our  aid  in  the 
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shape  of  actual  combatants  was  insignificant.  If  the  war 
was  a  joint  enterprise,  carried  on  for  a  common  purpose,  is 
there  any  more  reason  to  separate  the  financial  contribution 
than  the  human  contribution?  When  we  finally  put  our 
army  under  the  orders  of  Foch  we  fused  our  efforts  with 
those  of  our  allies  and  gave  an  indeliWe  stamp  to  our  com- 
mon efforts.  If  we  are  to  charge  France  and  Italy  for  the 
wheat  that  kept  thdr  forces  alive,  for  the  uniforms  that 
kept  their  soldiers  warm  while  they  held  the  battlef ront,  we 
might  as  well  charge  so  much  a  man  for  the  American  Army 
when  it  finally  arrived. 

What  actually  happened  was  that  the  Allies  furnished  a 
huge  armed  force  which  only  with  difficulty  withstood  the 
onset  of  Ae  enemy.  In  this  huge  force  the  human  ele- 
ment was  represented  primarily  by  France  and  Italy;  the 
materials  were  furnished  largely  by  Great  Britain;  and  the 
food  was  contributed  chiefly  by  the  United  States.  All 
three  elements  were  indispensable  to  the  winning  of  the 
war :  the  absence  of  any  of  them  would  have  spelled  disaster. 
The  mere  fact  that  our  duef  contribution  was  rendered  in 
the  shape  of  book  credits  must  not  be  permitted  to  obscure 
the  facts. 

It  is  true  that  we  entered  the  contest  with  clean  hands  and 
with  clean  hearts ;  we  poured  out  lavishly  our  treasures  and 
the  lives  of  our  soldiers,  we  had  nothing  material  to  gain 
from  victory  and  we  sedulously  refrained  from  even  ad- 
vancing any  claim  to  the  division  of  the  spoils.    So  far,  so 

rod.  But  consider  the  other  side  for  a  moment. 
Mr.  Hoover  tells  us  that  America  did  not  participate  in 
reparations  and  acquired  no  other  benefits  under  the  treaty. 
It  is  indeed  true  that  we  acquired  no  benefits  under  the 
treaty,  but  is  it  true  that  we  acquired  no  benefits  from  the 
war?  It  not  the  reverse  the  fact?  While  all  Europe  was 
in  a  death  grapple  we,  as  the  most  important  neutral,  re- 
mained ak»f  and  earned  incalculable  sums. 
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At  the  very  outset  of  the  war  Europe  sent  us  millions  of 
gold  to  pay  for  our  supplies,  and  within  a  short  time  the 
flood  of  materials  which  we  sent  abroad  created  such  a  pro- 
digious European  indebtedness  that  it  changed  the  United 
States  from  the  chief  debtor  nation  of  the  world  to  the  chief 
creditor  nation.  The  fortunes  made  in  this  country  were 
stupendous ;  wages  rose  precipitately,  and  while  Eun^  was 
in  the  throes  of  convulsions  we  reached  the  dizzy  heights 
of  untdld  prosperity.  Is  it,  then,  fair  to  urge  that  we  made 
nothing  out  of  the  war? 

On  the  contrary,  this  cotmtry  has  been  the  greatest  bene- 
ficiary of  the  war.  We  received,  indeed,  no  ships  to  ruin  our 
shipping  trade,  as  was  Ihs  case  in  Great  Britain;  we  received 
no  colonies  which  would  have  been  burdens  rather  than  as- 
sets ;  but  we  heaped  up  wealth,  whole  all  other  countries  lost 
it. 

The  revolution  which  converted  us  from  a  debtor  to  a 
creditor  nation,  and  which  made  us  at  a  blow  the  economic 
artier  of  the  world,  is  due  to  the  fact  that  we  received  these 
enormous  profits.  Had  we  been  in  the  war  from  the  begin- 
ning we  also  should  now  have  been  hovering  on  the  brink 
of  bankruptcy.  Instead  of  being  able  to  count  the  ten. 
billions  as  assets,  our  Government  probably  would  have  been 
in  the  position  of  owing  ten  times  ten  billions  as  our  share 
of  the  cost  of  the  war. 

And,  now,  after  having  escaped  all  these  dangers,  after 
having  made  enormous  profits  out  of  the  contest,  after  hav- 
ing merged  as  the  real  benefidary  of  the  war,  we  have  the 
hardihood  to  say  that  our  relatively  insignificant  cash  con- 
tribution,— ^all  of  which,  incidentally,  was  expended  in  this 
country  and  went  to  enrich  our  peofde,— constitutes  a  debt 
which  we  have  the  moral  right  to  exact  from  those  who 
fought  by  our  side  and  who  suffered  for  the  common  cause 
— that  is,  for  our  caus&— sacrifices  incaloilably  greater  than 
our  own! 
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How  are  we  to  esq^n  the  almost  simultaneous  appear- 
ance of  war-profits  taxes  in  every  country  if  not  on  the 
ground  of  conviction  that  it  is  illicit  for  an  individual  to 
make  profits  out  of  the  blood  and  misery  of  his  f^ow 
countrymen  in  so  fearful  a  crisis?  But  if  it  is  indefensible 
for  a  private  individual  to  retain  all  or  even  a  large  part 
of  sudi  inrdits,  why  is  not  the  same  rule  apf^cable  to  a 
nation?  What  moral  right  have  we  to  retain  the  profits 
that  have  been  gained  indeed,  but  not  really  earned,  in  such 
iirarfare? 

^ Is  the  allied  ddbt,  then,  a  just  debt?   We  advanced  the 

money,  indeed,  in  the  form  of  loans,  and  legally  our  posi- 
tion is  inqiregnable.  What  we  actually  did,  however,  was 
to  defray  our  share  of  a  common  burden  which,  if  it  were 
to  be  adjusted  on  a  truly  equitable  basis,  would  make  us  not 
the  creditCMT  but  the  debtor  of  the  allied  group.  To  insist 
now  on  our  pound  of  flesh  is  to  take  the  part  of  a  Shylodc 
standing  on  his  legal  rights,  not  of  a  high-minded  partner 
in  a  joint  common  enterprise. 

When  Mr.  Hoover  tdls  us  that  the  Allies  gave  us  thdr 
solemn  assurance  of  repayment,  he  is  undoubtedly  correct. 
When  a  man  borrows  money  he  always  avers  his  intention 
to  repay.  But  it  may  be  questioned  whctho*  any  of  the 
Allies  seriously  thought  at  that  time  of  repayment.  It  may 
even  be  questicmed  whether  any  one  in  our  Government  ser- 
iously contemplated  repayment.  The  situation  was  so  urg- 
ent and  the  crisis  so  profound  that  if  the  Allies  had  asked 
for  gifts  or  contributions  instead  of  loans  they  would  have 
been  given  the  funds  just  as  reacfily.  We  know  now  thsU: 
England  had  come  absolutely  to  the  end  of  her  tether. 
Washington  knew  it  then.  When  we  sent  our  millions  of 
boys  to  figltf  we  did  not  stop  to  didcer  whetl^  this  was  to 
be  a  gift  or  a  loan.  What  was  true  of  the  lives  of  our 
soldiers  would  have  been  equally  true  of  the^  guns,  the  air- 
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planes,  and  the  uniforms  which  they  so  sordy  needed.  We 

made  the  loans  because  the  Allies  asked  for  loans;  had  they 
asked  for  gifts,  we  should  have  been  equally  ready  to 
comply. 

Finally,  when  Mr.  Hoover  says  he  does  not  believe  that 
the  public  c^fBcials  of  any  country  approve  the  cancellation 
of  the  debts,  he  must  be  sordy  nusinf  ormed  as  to  the  point 
of  view  of  nearly  every  prominent  European  statesman.  It 
is  true  that  Great  Britain  has  been  goaded  by  our  tmgener- 
ous  attitude  into  the  position  where  she  dedares  her  inten- 
tion to  repay  every  penny;  for,  like  every  proud  debtor, 
Great  Britain  cannot  endure  the  thought  of  being  twitted 
witii  an  unpaid  dd)t.  But  kt  us  not  forget  ths^  Great 
Britain  loaned  to  her  allies  almost  twice  as  much  as  she 
borrowed  from  us,  and  that  every  responsible  statesman  in 
Great  Britain  wocdd  be  only  too  glad  of  a  comprdiensive 
plan  whereby  she  could  be  relieved  of  her  debt  to  us  and 
thus  be  put  in  position  to  forego  the  still  larger  debts  due  to 
her  by  the  other  Allies. 

From  the  point  of  view  of  the  equities  of  the  case,  there- 
fore, can  the  debt  of  the  Allies  be  called  a  just  debt?  We 
have  every  l^al  ri^  to  demand  it,  but  from  the  higter 
point  of  view  have  we  a  moral  right?  We  emerged  from 
the  stupendous  struggle  with  clean  hands,  indeed,  but  with 
full  hands*  We  are  the  one  nation  in  the  world  which  has 
profited  by  the  war.  Is  it  not  almost  like  adding  insult  to 
injury  to  ask  those  who  suffer  the  most  and  who  bore  the 
brunt  of  a  common  enterprise  to  suffer  still  more  in  order 
to  enrich  us  further? 


lO 

IL 

Can  Europe  Pay? 

Inasmuch,  however,  as  the  debt  is  undoufotedly  a  l^at 

obligation,  the  question  arises  as  to  the  ability  of  the  debtors 
to  pay.  Here  we  must  not  fool  ourselves.  Technically, 
we  are  confronted  by  ofie  sc^vent  debtor  and  by  a  number 
of  embarrassed  debtors.  Practically,  however,  our  real 
debtors  are  all  of  them  in  the  second  category;  for  our  real 
debtors  are  France,  Italy,  Bdgium,  and  a  dozen  or  more  of 
the  other  countries.  Almost  one-half  of  the  principal  of  the 
ten  billions,  is,  indeed,  owing  to  us  by  Great  Britain;  but 
while  Great  Britain  was  borrowing  from  us,  she  was  lending 
still  more  to  France,  Italy,  Russia,  and  the  other  Allies. 
She  was  able  to  make  these  loans  because  of  the  advances 
made  by  us.  In  effed:  Great  Britain  served  simjdy  as  a 
channel  through  which  we  made  loans  to  the  Continental 
Allies;  the  ten  billions  went  to  the  Continent,  although 
part  of  it  went  there  through  an  indirect  and  devious  route 
via  Great  Britain.  The  question,  therefore,  resdves  itself 
into  this:  Can  the  Continental  countries  pay  the  debts? 
iWe  they  in  any  position  to  do  so? 

^  Mr.  Hoover  tdls  us  that  the  interest  and  amortization 
charges  upon  the  debts  amount  to  only  from  2  to  12  per 
cent  of  their  annual  mcome.  But  if  what  has  just  been 
stated  is  true,  and  if  our  insistence  on  payment  of  Great 
Britain  puts  her  into  the  unfortunate  position  of  demanding 
paytasaat  from  the  other  Allies,  Mn  Hoover's  figures  must 
be  at  least  doubled.  The  Allies  will  be  called  upon  to  pay 
not  from  2  to  12  per  cent,  of  eheir  annual  income,  but  from 
4  to  24  per  cent.  And  24  per  cent,  cannot  be  considered  a 
negligible  sum,  espcdally  when  it  is  the  last  straw  that 
breaks  the  camel's  back. 
J     In  the  next  place,  Mr.  Hoover  attempts  to  controvert 
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the  proposition  that  countries  must  pay  their  debts  primarily 

through  an  exportable  surplus,  that  is,  through  the  exporta- 
tion of  raw  materials  or  manufactured  goods.  I  have  the 
highest  regard  for  Mr.  Hoover  as  a  state^nan  and  admin- 
istrator, but  I  respectfully  submit  that  his  economics  in  this 
respect  are  not  sound.  A  far  better  analysis  of  the  situation 
is  to  be  found  in  the  address  of  Mr.  McKenna.  Let  us  con- 
sider more  closely  how  international  debts  can  be  paid. 

First,  of  course,  they  can  be  paid  in  cash,  i.  e.,  in  gold. 
This  nrcdiod  of  disposing  of  the  allied  debts  can,  liowever^ 
be  eliminated  because  the  Continental  nations  have  no  gold 
to  speak  of.  The  great  mass  of  the  world's  gold  supply  is 
in  the  United  States. 

The  second  possible  method  of  paying  a  nation's  debts 
is  by  turning  over  domestic  property  to  the  foreign  creditor. 
Where  the  creditor  is  the  Government,  whidi  of  course  can- 
not retain  the  property  that  may  come  into  its  possession, 
but  must  dispose  of  it  to  private  individuals,  it  is  clear  that 
if  the  lands,  railroads,  or  factories  abroad  were  turned  over 
to  our  Government  in  payment  of  the  debt  the  Government 
would  have  to  dispose  of  them  to  individual  investors.  But 
why  should  Ammcan  citizens  invest  in  European  lands,  rail- 
roads, or  factories  under  the  present  conditions,  with  the 
prospects  of  endlicssly  increased  taxation  and  decreasing  in- 
comes staring  them  in  the  face? 

The  political  impossibility  of  the  situation,  moreover,  is 
obvious.  No  self-respecting  nation  would  allow  absentee 
ownership  of  all  its  land  and  industries;  and,  on  the  other 
hand,  no  natiwi  would  look  with  favor  on  the  investment 
by  its  own  citizens  in  an  immense  amount  of  property 
abroad,  which  would  make  them  wava*  in  their  all^;ianoe 
because  of  th«r  economic  interests.  Politically  as  wdl  as 
economically,  the  attempt  to  pay  debts  by  the  transfer  of 
one  nation's  property  to  anotlier  is  excluded. 
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We  come,  in  the  third  place,  to  the  so-called  "  invisible 
items  "  on  which  Mr.  Hoover  lays  so  much  stress.  That 
these  items  exist  is  undoubted.  In  all  international  financial 
relations  we  have  to  deal  with  the  money  in  the  possession 
of,  or  remitted  by,  immigrants;  with  sums  expended  by 
tourists;  with  profits  on  shipping;  with  bankers'  commis- 
sions; with  insurance  premiums,  and  with  intarest  on  in- 
Yei^ments.  Evary  elementary  textbook  of  economics  makes 
allowance  for  these.  Ever  since  the  time  of  Cairnes  we 
have  made  the  distinction  between  the  balance  of  trade  and 
what  is  known  as  the  eqttilibrimn  of  commerce.  The  bal- 
ance of  trade  which  refers  only  to  imports  and  exports  of 
commodities  is  a  familiar  concept  Exports  must  offset 
imports,  import  must  offset  exports.  If  there  is  a  surplus 
of  exports  over  imports,  we  speak  of  a  favorable  balance  of 
trade.  But  the  equilibrium  of  commer<^  is  a  different 
matter. 

Because  of  the  existence  of  the  so-called  invisible  items, 
the  debits  and  credits  between  any  two  countries  generally 
stand  at  an  equilibrium  when  there  is  a  definite  excess  either 
of  ecports  or  of  imports.  Great  Britain  before  the  war,  for 
instance,  received  such  immense  sums  as  interest,  freight, 
bankers'  commisstons,  insurance  premiums,  etc.,  that  its 
commerce  with  foreign  countries  as  a  whole  was  in  equili- 
brium when  she  imported  several  hundred  million  dollars 
more  than  she  exported.  Her  ddnts  and  credits  in  Inter- 
nationa] trade  were  equilibrated  through  an  excess  of  im- 
ports. Her  inqKWts  were  paid  for  by  her  exports  plus  her 
profits.  The  excess  of  imports  was  due  to  profits  con- 
sisting of  these  invisible  items. 

It  is  clear,  therefore,  that  the  existence  of  these  invisible 
items  does  not  disclose  any  added  capacity  on  the  part  of  a 
country  to  pay  debts.  If  we  start  with  a  commercial  equi- 
librium which  includes  these  invisible  items,  the  only  way 
to  pay  a  debt  is  to  export  more  goods  or  more  securities. 
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How  was  France  exiabkd  to  pay  l^r  ddst  to  Germany 
in  1870?  First,  of  course,  she  had  a  large  stock  of  gold 
which  she  turned  over.  Then  she  issued  a  great  internal 
loan»  the  proceeds  of  which  she  remitted -  through  the 
medium  of  bills  of  exchange.  But  the  most  effective  method 
of  payment  was  by  immensely  increasing  her  exports.  The 
.  eqmlibrium  of  commerce  between  France  and  the  outside 
world  for  the  period  prior  to  1870  was,  as  in  England,  at- 
tained at  a  point  where  the  imports  exceeded  the  exports,  the 
excess  of  imports  representing  profits  on  foreign  invesn- 
ments.  After  1870,  however,  the  equilibrium  of  commerce 
stood  at  a  point  where  the  excess  of  imports  was  converted 
into  a  large  excess  of  exports.  France  was  able  to  pay  the 
debt  because  her  productive  powers  enabled  her  to  convert 
an  excess  of  imports  into  an  excess  of  exports  and  to  apply 
this  excess  to  her  indebtedness.  Mr,  Hoover's  treatment 
of  so<:alled  "  invite  items fails  to  make  ^s  distin^oa 
between  the  normal  balance  of  trade  and  the  new  equili- 
brium of  commerce. 

What  is  the  situation  in  the  Continental  countries  of 
Europe?  They  have  no  gold  to  remit.  They  cannot  send 
US  their  land,  railroads  or  factories.  They  have  no  more 
securities  of  foreign  countries  to  turn  over»  as  Finland  did 
during  the  war.  There  is  no  likelihood  of  any  substantial 
increase  in  the  invisible  items  which  they  could  transfer  to 
m  On  ^  contrary,  in  the  present  perilous  economic  situa* 
tion  there  is  slight  probability  of  their  receiving  additional 
sums  on  foreign  investments  or  profits  on  a  larger  merchant 
marine,  or  gains  through  devdoping  banks  or  insurance 
companies;  and  the  sums  yielded  by  a  possible  increase  in 
American  travelers  abroad  or  in  the  sums  remitted  by  im- 
migrants to  ^s  country  would  be  only  a  drop  in  the  bucket 

It  remains  true,  therefore,  despite  Mr,  Hoover's  state- 
ment, that  the  only  way  in  which  a  foreign  debt  of  any 
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magnitu^  can  be  paid  is  through  an  exportable  surplus. 
This  means  two  things:  First,  that  there  is  a  surplus  of 
social  income;  second,  that  the  surplus  take  the  fofin  of  ex- 
ports. 

In  the  present  situation  in  Europe,  however,  there  is  no 
surplus  of  social  income,  and  is  not  apt  to  be  for  a  long 
time.  People  are  prone  to  forget  the  gigantic  ravages  of 
war;  never  before  in  history  has  there  been  such  prodigious 
waste  of  man-power  and  of  capital.  De^ite  the  ^ight  im- 
provement that  is  visible  now,  Europe  has  on  the  whole 
been  steadily  going  down  hill.  Even  in  Great  Britain  the 
most  competent  thinkers  maintain  that  Great  Britain  is  liv- 
ii^  on  her  capital,  and  is  not  forging  ahead.  Certainly  the 
Continent  of  Europe  as  a  whole  is,  economically  speaking, 
ibankrupt,  and  it  will  be  a  long  time  before  the  social  in- 
come and  outgo  balance  each  other.  And,  in  the  second 
place,  even  when  there  is  again  a  social  surplus,  the  pos- 
sibility of  putting  this  surplus  into  experts  will  depend  on 
unpredictajUle  competitive  conditions. 

On  one  point,  indeed,  we  may  thoroughly  agree  with  Mr. 
Hoover.  Until  Europe  takes  energetically  in  hand  the 
question  of  expendttto-es,  both  government  and  individual, 
there  is  little  hope.  This  means  the  stoppage  of  waste  and 
the  substitution  of  thrift  for  the  riotous  profligacy  which 
has  been  die  inevitable  concomitant  of  war.  It  means,  in 
Government  finance,  a  drastic  reduction  of  expenditures 
and  the  substitution  of  international  co-operation  for  the 
sharp  lines  of  extreme  nationalism  that  luive  been  drawn 
911  over  the  Continent. 

But  the  accomplishment  of  this  task  depends  on  political 
forces.  There  is  no  hope  of  great  decrease  of  armaments 
until  a  sense  of  security  replaces  the  present  feeling  of  sus- 
picion. Again,  it  comes  with  especially  bad  grace  from 
US  in  the  United  States,  who  have  enacted  one  of  the  most: 
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extreme  protective  tariffs  in  our  history,  to  preach  free  trade 
and  international  amity  to  Europe.  Certainly,  insistence 
by  us  on  the  immediate  payment  of  debts  will  mala;  matters 
worse  than  they  now  are.  Can  we  blame  France  for  say- 
ing that,  if  the  Umted  States  and  Great  Britain  demand  pay- 
ment in  full  of  the  indebtedness,  she  will  certainly  not  be 
overgenerous  in  her  demands  for  reparations  from  Ger- 
many? Reparations  and  allied  debt  payment  are  inextric- 
ably intertwined.  « 

The  truth  is  that  our  debtors  are  bankrupt.  They  cannot 
pay  now,  and  will  not  be  able  to  pay  in  any  assignable  time. 
I  have  found  no  prominent  business  man  or  banker  here  or 
abroad  who  beUeves  that  there  is  any  possibility  of  paying^ 
the  debts.   You  cannot  exteact  water  from  a  stone. 

ni. 

Will  it  Benefit  Us  to  be  Pato? 

But  even  if  the  Allies  coukl  pay,  the  final  question  arises : 

Should  we  demand  that  they  pay  now  and  forthwith?  If 
they  have  the  abihty  to  pay,  have  we  the  capacity  to  receive? 

Mr.  Hoover  seds  to  answer  this  question  in  the  affirma- 
tive by  telling  us  of  the  three-cornered  trade;  of  the  fact, 
familiar  to  every  tyro,  that  a  nation  in  international  trade 
may  acquit  its  obligations  to  another  country  by  transfer- 
ring the  debits  to  a  third  country,  which  stands  in  an  op- 
posite relation.  Mr.  Hoover  endeavors  to  quiet  our  fears 
about  the  danger  of  EiHropean  countries  exporting  to  us  a 
surplus  of  manufactured  goods,  which  would  stop  the 
wheels  of  our  industry,  by  saying  that  this  surplus  may 
come  in  the  shape  not  of  competitive  goods  but  of  raw 
materials  which  we  need-HTubber,  silk,  coffee,  cocoa,  or  what 
not. 

When  I  read  this  section  of  Mr.  Hoover's  speech  I  had 
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to  rub  my  eyes  in  astonishment.    For,  as  it  is  clear  on  re- 
flection, there  is  a  fallacy  in  the  argument.    Will  Europe  be 
able  to  send  more  manufactures  to  the  tropics  unless 
she  has  an  exportable  surplus?   And  how  will  an  in- 
crease of  European  exports  create  a  proportionate  augmen- 
tation  in  the  capacity  of  the  tropics  to  supply,  or  in  the 
readiness  of  the  United  States  to  demand,  more  raw  mater- 
ials ?  I-et  us  concede,  however,  that  the  tropical  countries  will 
send  us  more  rubber,  tin,  silk  or  coffee,  and  that  the  Euro- 
pean debtors  will  send  their  manufactured  goods  to  the  trop- 
ics instead  of  to  the  United  States.    What  wiU  then  happen, 
may  I  ask,  to  our  exports  of  agricultural  implements,  elec- 
trical apparatus  and  textiles  to  China,  South  America  and 
Africa?    If  the  rubber  and  coffee  are  sent  out  by  them  to 
pay  for  more  industrial  products  received  from  Europe, 
what  will  there  be  left  with  which  to  buy  industrial  products 
from  the  United  States?    It  makes  very  Uttle  difference  to- 
ns whether  the  wheels  of  industry  are  stopped  here  because 
of  the  plethora  of  exports  of  manufactured  goods  from 
Europe  into  the  United  States  or  because  of  the  inability  of 
the  United  States  to  send  its  wares  to  the  tropics.    In  both 
cases  there  will  be  a  falling-off  in  the  demand  for  our  pro- 
ducts. 

No  exi^anation  can  obscure  the  fact  that,  despite  the 
three-cornered  trade,  a  nation's  commerce  must  be  envisaged 
as  a  totality.  If  the  rest  of  the  world  pays  a  debt  by  ex- 
porting more  goods,  whether  to  us  or  to  another  country, 
k  makes  it  harder  for  us  to  export  the  usual  quantity  of 
goods  in  return.  The  reason  why,  under  normal  conditions, 
exports  are  mutuaUy  profitable,  is  that  the  exporting  countrjr 
is  thereby  enabled  to  secure  imports,  that  is,  to  buy  com- 
modities. It  is  a  matter  of  give  and  take.  But  when,  in 
order  to  pay  an  immense  debt,  the  rest  of  the  world  has  to 
wcrease  its  exports  to  ns,  there  is  nothing  to  call  for  im> 
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pcMTts  in  return;  and  with  this  cessation  of  our  exports  to 
foreign  countries  our  factories  will  dose,  our  industries  wiU 
languish  and  a  period  of  business  depression  will  set  in. 

The  most  striking  example  of  this  state  of  affairs  in  in- 
tanational  trade  is  the  recent  tiansfer  of  tiie  German  mer- 
chant marine  to  Great  Britain.  The  average  man  thought 
that  that  would  be  a  great  thing  for  Great  Britain,  since 
she  was  getting  something  for  nothing.  But  what  was  the 
result?  First,  there  was  such  a  drop  in  freight  rates  that 
stagnation  was  brought  into  the  shipping  business.  Sec- 
ondly, shipbuilding  in  England  fell  oS  to  sndi  an  extent  as 
to  lead  to  a  crisis  in  the  industry,  with  a  wave  of  unemploy- 
ment sweeping  over  the  country.  Instead  of  being  a  bles- 
sing, it  proved  to  be  a  disaster. 

What  is  the  real  trouble  in  the  United  States,  with  wheat 
at  a  little  over  $1  a  bushel  and  with  depression  in  our  in- 
dustry? How  l<»ig  will  it  be  before  the  Asnerican  farmer 
realizes  that  our  debtors  are  also  our  customers,  and  that 
we  cannot  expect  any  resumption  of  prosperity  unless  there 
is  a  market  in  which  to  sell  our  wares?  Even  if  it  were 
possible  to  compel  our  AlHes  to  pay  their  debts,  it  would 
make  the  situation  here  still  worse.  In  business  life  the 
best  way  to  deal  with  a  bankrupt  creditor  is  to  set  him  on 
his  feet  again.  But  there  is  a  difference  between  public  and 
private  business.  In  private  business,  even  if  the  bankrupt 
is  not  put  on  his  feet,  the  creditor  can  at  least  find  new  cus- 
tomers and  continue  to  diqxxse  of  his  outptit  dsewhere.  In 
public  business  and  finance,  as  in  the  present  situation,  it 
is  different :  we  must  either  convert  these  bankrupt  nations- 
into  good  customers  or  have  no  customers  at  all  By  sav- 
ing them  we  save  ourselves. 

The  trouble  with  the  Debt  Commission  law  is  that  the 
hands  of  the  axnmis^on  are  tied.  It  was  a  concession  to 
the  ignorance  and  the  prejudice  of  the  average  voter.. 


While  I  am  sure  that  Mr.  Hoover  is  entirely  sincere  in  his 
belief,  I  suspect  that  he  is  largely,  even  if  unconsciously,  in- 
fluenced by  the  politics  of  the  situation  and  what  he  believes 
to  be  the  general  sentiment  of  the  country.  The  situation; 
here  is  analogous  to  that  in  France,  where  the  business  men 
and  the  economists  will  tdl  you  privately  that  they  do  not 
at  all  agree  with  the  views  ennuciated  by  the  politicians  who 
fear  to  brave  the  popular  wrath.  What  we  need  in  this 
country  is  a  more  thorough  study  of  what  Mr.  Hoover  con- 
cedes to  be  the  complex  elements  in  the  problem.  When 
that  study  is  made,  it  will  in  my  judgment  lead  the  American 
peof^e  to  the  conclusion  that  they  cannot  afford  to  press  for 
an  immediate  repayment  of  the  debt,  or  even  for  such  a  re- 
funding as  is  contemplated  in  the  law. 

It  may  indeed  be  just  as  well  to  keep  the  debt  on  the 
books  for  a  time.  We  have  ample  precedent  for  this,  as  in 
the  case  of  the  Tturkish  debt  owing  to  Russia  befoie  the 
war.  It  may  be  good  politics  occasionally  to  remind  our 
debtors  politely  of  the  fact  that  there  is  a  debt.  But  would 
it  not  be  both  generous  and  wise  for  us  to  co-operate  with 
our  debtors  in  some  project  whidi  would  look  to  the  utiliza- 
tion of  those  debts  as  a  means  of  construction  of  a  shattered 
world  ? 

The  debt  cannot  he  paid,  and  if  it  could  be  paid  it  would 
harm  us  more  than  our  debtors.  As  a  matter  not  simply 
of  equity,  but  of  good  business,  let  us  study  the  matter 
further.  We  must  not  harbor  the  delusion  that  we  can  any 
longer  be  suflRcient  unto  ourselves  alone.  More  and  more 
we  shall  have  to  depend  on  oiu:  exports,  whether  of  raw 
materials  or  of  manufactured  products.  Let  us  not,  in  the 
excess  of  our  zeal,  kill  with  one  stone  two  birds  each  of 
which  we  should  seek  to  keep  alive— the  one,  the  hope  of 
European  r^ieneration  in  the  interests  of  a  broad  humanity? 
the  other,  our  own  prosperity,  which  will  surely  be  imperiled 
by  the  ruin  or  the  ill-will  of  our  best  customers. 


This  book  M  due  two  weeks  from  the  last  date  stamped 
below,  and  if  not  returned  at  or  before  that  time  a  fine  o* 
five  cents  a  day  ;wiU  be  incurred. 
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